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This issue of the Bulletin contains two articles dealing with 
receivables. The first deals with methods of measuring the effec- 
tiveness of the credit and collection department and controlling the 
cost of credits and collections. The second describes the record 
keeping and accounting routine for handling installment notes re- 
ceivables ae | instituted by the Bucyrus-Lrie Company. 
The author of our first article is William Margulies, who has his 
own public accounting practice in Newark. He is a graduate of the T 
School of Commerce, Accounts and Finance of New York Uni- 
way from which he received the B.C.S. degree in 1925, and the M 
M.C.S. degree in 1931. His first 
in the Cost Department of Westinghouse Electric & Mfg. Company 
in Newark, starting in 1921. Later, he was employed by the Newark 
. Evening News. Mr. Margulies entered public accounting in 1926, 
serving first with Samuel I. Bendet of Newark, and later with Perley 
. Morse & Co. of New York. Later, he was a member of the firm 
in Newark. Mr. Margulies is a C.P.A. and a Registered Municipal 
Accountant of New Jersey. In addition to his membership in 
NACA. he is a member of the New Jersey Society of CPAs 
and of the American Institute of Accountants. 
Our second article is by Leonard E. Zastrow, who received his 
: training in economics and accounting from the University of Wis- 
- consin, Extension Division, and LaSalle Extension University of 
Chicago. He has had a varied experience in both public and private 
the position of Assistant Con- 
troller. He is a C.P.A. of Wisconsin, and has lectured at the Uni- 
. versity of Wisconsin, Extension Division. Mr. Zastrow has ad- 
= dressed a number of N.A.C.A. chapters and other and as a 
- result of his interest in the problems of stabilizi Coadepcnent tes 
made a member of the permanent Committee on Employment Stail- 
@g ization of the State of Wisconsin. A Past President of the Mil- 
waukee Chapter, Mr. Zastrow served as a member of the National 
Board last year. 
Articles published in ‘ulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the views ex- 
: pressed, but is endeavoring to provide for its members material which 1 
, and will be published in the Forum Section of the Bulletin. like 
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CopYRIGHTED BY THE and 
debt 
garc 
off « 
L 
his « 


CONTROLLING THE COSTS OF A CREDIT AND 
COLLECTION DEPARTMENT 


By William Margulies, 
Certified Public Accountant, 
Newark, N. J. 


—— the following incident, occurring shortly after the 
close of the year 1940 in the president’s office of the Whatsit 
Manufacturing Co.: 

Crepir MANnaGeR (Enthusiastically): Would you believe it, 
Mr. Jones? I just completed the figures you asked for on last 
year’s losses, and I find that all we had to write off was $100. 
Why, that’s less than 1/10 of 1 per cent of our sales! 

PRESIDENT: I’ve been thinking a lot about that lately, Smith. 
That’s why I asked for the figures. How much business did 
we do last year? 

CrepiItT MANAGER: Exactly $100,000. 

PRESENT: That’s quite a bit less than in 1939, isn’t it? 

Crepit MANAGER: Yes, it is. We did $150,000 business in 
1939. But, I had to be very careful this year in extending 
credit—you know how things are nowadays—so I cut down 
the number of customers and made sure they all stayed within 
their limits. And that kept the bad debts down low, didn’t it? 
Do you know, 1/10 of 1 per cent is the lowest percentage of 
bad debts this company has had in almost thirty years. Do you 
think I could have a small raise? 

Present: What? You not only don’t get a raise; you're 
fired! 

The primary function of the credit and collection department, 
like that of all the other departments, it to enable the business as a 
whole to make a greater profit. To justify its existence, the credit 
and collection department must return a greater income than the 
costs incurred in its operation. For a credit man to reduce bad- 
debt losses simply by rejecting business in wholesale quantities re- 
gardless of the effect on net profits is just another form of cutting 
off one’s head in order to cure a headache. 

Let us consider briefly why Mr. Jones behaved as he did toward 
his credit manager. The profit and loss statement of the Whatsit 
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Manufacturing Co. had only the day before been submitted to the 
president. It showed the following results for the year 1940 in 
comparison with those of the year before: 

Better 


1939 Worse* 
$150,000 $50,000* 


,000 
¥49,000 94,000 120,000 26,000 


$ 30,000 $24,000* 


Concerned over the fact that 1940 sales were considerably less 
than the sales in 1939, although business conditions generally had 
improved, Mr. Jones had his controller bring him additional infor- 
mation as to the sales. He learned that approximately the same 
amount of orders had been obtained by the sales department in 
both years, but that almost half of those received in 1940 had been 
rejected by the credit department over the objections of the 
salesmen.’ Since most of the orders refused were those of cus- 
tomers who had been purchasing for years, although they were 
slow in paying, Mr. Jones concluded that Smith, who had taken 
over the credit department early in 1940, was too drastic in his 
policies and was permitting good business to go elsewhere in 
order not to risk the chance of some bad debts. 


Sales Mr. Jones’ 


Margin of it lost on these sales 


Loss due to unsound conservatism of Smith 
No wonder Mr. Smith was fired! 


retail field the 


Costs: 
Profit for the year........$ 6,000 Po 
4 
&§ Mr. Jones figured it roughly this way : = 
I Average sales rejected in prior years on corresponding 
$50,000 
| 
‘ 
: a study of 
: imed accounts on 
d on installment- 
World, January, 
1941, page 7. Imagine the waste in wholesale distribution if the results of 25% of 
the total sales-effort were rejected by the credit department! 
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Chart 
WHATSIT MANUFACTURING ComPANY 


PROFIT CHART 
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Profit Possibilities of Additional Sales 


Mr. Jones had given considerable thought to the problem of in- 
creasing sales. He knew that his plant was equipped to produce 
over $200,000 a year, but whether or not it paid to try to do this 
amount of business was a question still undecided. So he presented 
the problem to his controller, and Chart 1 was soon laid on his 
desk. 


This chart shows at various levels of sales what the total costs 
and profits will be, as the business is presently set up. Theoret- 
ically, the lines of this chart could be continued forward indefi- 
nitely with miraculous effect on the net profit. But practically, 
beyond a definite volume, a business cannot continue to grow with- 
out its internal organization haying to be revised. 

For example, a concern doing $100,000 a year in sales might 
have a sales manager who devotes only part of his time to sales. 
lf the sales should rise over a period of years to $1,000,000, the 
sales manager could not possibly spend only a part of his time on 
sales. His department would then have a full-time general sales 
manager and perhaps two or more divisional sales managers. 
Similar changes in organization would take place in the production 
departments—in fact, throughout the entire company. The effect 
on costs and profits would be to change the total fixed costs and 
the variable-cost percentage ; and a break-even chart then prepared 
would have not the slightest resemblance to one prepared when the 
sales were one-tenth the volume. 


So the controller, who belongs to the N. A. C. A., prepared a 
supplementary analysis of the profit possibilities of the business, 
in the form of Chart 2. This chart shows information similar to 
that of Chart 1, except that instead of using absolute dollar-figures 
the costs and profits are expressed in relationship to the net sales. 
Thus we find that if the sales are $50,000 there would be a loss 
equal to 40 per cent of the sales ; that if the sales are somewhat un- 
der $100,000 the expenses would just be met; and that up to 
$150,000 the percentage of profits rises rapidly, but after that 
point tapers off. The valuable bit of information derived from 
this chart is that, in its present form of organization, the most 
profit for the effort will be earned when the sales lie between $150,- 
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ooo and $200,000 a year; that if the sales fall outside this area 
some revision must be made in the organization. 

Mr. Jones didn’t have the slightest idea about these facts before, 
but these charts gave him a new breadth of vision. He recalled the 
fact that the sales department had obtained orders the year before 
totaling about $150,000 and that only because of the credit policies 
of his late credit manager had the actual shipments been only 
$100,000, He therefore decided to set a sales quota for the coming 
year at $150,000, and at once sent an application for membership 
to the local chapter of the N. A. C. A. so that he could learn more 
about accounting as an aid to management. 


Controlling the Loss from Rejected Sales 

Since it is a service department, the credit department by itself 
produces no income. Its value is measured by its product—inves- 
tigation and approval of income-producing sales orders. Regard- 
less of how low its costs may be, if a credit department approves 
too few orders, it is a losing proposition. The practical problem 
is how to encourage the approval of more orders without creating 
too great a loss because of customers who do not pay. 

The credit department does not go out after business. It can 
act only upon orders brought in to it. But a reasonable percentage 
of these orders must be approved ; otherwise, the sales department’s 
efforts are wasted and potential profits are lost.2 To control the 
efforts of the credit department, standards should be set up for the 
permissible percentage of orders that may be rejected, or, con- 
versely, the expected percentage of orders to be accepted. This 
percentage should be based on a study of actual orders over an 
extended period, showing the total value of all orders obtained by 
the sales department, the value of the orders approved, the reasons 
for the disapproval of the rejected orders, and the percentage of 
orders approved to total orders. 

After the standard percentage has been adopted for the ratio of 
orders approved, a current record should be maintained showing 


associations = 4 

of title of the credit manager in many cotell Institutions to Manager 
Other establi ts well emulate this i a first step 
relations between these two important divisions of 
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the value of all orders received and the value of the orders ap- 
proved. The actual percentage of the one to ihe other should be 
compared at frequent regular intervals with the standard, and 
variations should be analyzed in an attempt to account for and 
correct the cause. 

This phase of the credit department’s work is perhaps the most 
important of all, since no degree of efficiency or economy in oper- 
ation or in keeping down bad-debt losses can be of value unless 
enough of the life-blood of sales is permitted to flow through the 
business. With this all-important phase under control, we can now 
pass on to the control of the costs of operating the credit and col- 
lection department. 

The entire cost of credit includes a number of items some of 
which are often overlooked. The cost of credit, first of all, includes 
the interest on the investment in customers’ accounts. Consider- 
ation of the problem of credit costs should at once make clear the 
justification of including interest as a part of the cost of business, 
for if no credit business were done there would be no investment 
in customers’ accounts. Other components of the cost of credit are 
the expenses of operating the bookkeeping, credit-investigating, 
and collection departments, and the amount of loss from bad debts. 
These are all integral parts of the cost of credit, because they are 
created solely as the result of adopting a credit policy. 


Controlling the Cost of Interest 


The cost of interest is measured by the amount of outstanding 
accounts receivable and the rate of interest paid. The amount of 
accounts receivable is the résponsibility of the credit and collection 
department ; the rate of interest paid for borrowed money is the 
responsibility of the treasurer. Since the price paid for borrowed 
money is a financial problem rather than one of credit, we shall 
pass it by with no further comment and shall concern ourselves 
only with the means of controlling the investment in outstanding 
accounts receivable. 

Standard figures representing the planned figure for accounts 
receivable at the end of each month for the following fiscal year 
should be established. These figures can be arrived at by a study 
cf the expected month-by-month sales on credit for the coming 
year, adjusted by the credit terms in order to ascertain the amount 
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that should be outstanding. Any intention to restrict or to liberalize 
credit or collection policies should, of course, be reflected in these 
calculations. This information can then be visualized, if desired, 
by plotting on a graph. Better control can be obtained if these 
standards are set up on a weekly or even daily basis. At the end of 
each month, week or day, the actual amount of outstanding ac- 
counts is taken from the books. If the standards have been plotted 
in chart form, the actual results can be placed on the same chart 
and comparison immediately noted. If the use of charts is not 
desired, a statement should be prepared showing in one column 
the standard figure, in the second column the actual amount, and in 
the third column the amount by which they differ. 

Controlling the Cost of Bookkeeping 

The cost of bookkeeping is composed of the expense of the 
bookkeepers’ salaries, stationery, rental value of the space of the 
bookkeeping department, light and heat, depreciation of equip- 
ment, interest on the cost of equipment, and miscellaneous items. 
The efficiency of the department is measured by the volume of 
transactions recorded and the number of accounts on the books. 
Control of the cost of bookkeeping requires that proper relation- 
ship be maintained between the product of the department, namely, 
the number of transactions and the number of accounts handled, 
and the expenses of the department in producing these results. 

The procedure for control of the cost of bookkeeping is similar 
to that for the other elements of the cost of credit. Standards 
should be set up, preferably by months, for each element of the 
cost of bookkeeping, as well as for the results expected from the 
department. The comparison with actual results should be made 
each month in a form most readily understood. 

In connection with the cost of operating the bookkeeping de- 
partment, it might be advisable to study the procedures in use for 
the various routines in the department. Such a study is full of pos- 
sibilities for savings. A change in method of posting, for example, 
or the installation of machinery or photographing equipment, may 
bring about considerable saving previously overlooked. 

Controlling the Cost of Credits and Collections 

The cost of credit and collection expense is made up of salaries 

of credit men and collectors, services of credit-reporting agencies, 
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legal fees, rental value of space occupied, light and heat, depre- 
ciation of furniture, stationery and postage, interest on cost of 
equipment, and other items. The results expected from this de- 
partment are measured by: 


1. The number and value of orders passed upon; 

2. The number and value of orders accepted, and the percentage 
of each to the totals ; 

3. The number and value of orders held pending investigation ; 

4. The percentage of losses to credit sales ; 

5. The amount of collections, and their relationship to the out- 
standing accounts receivable ; and 

6. The cost per dollar of collecting. 


Control of the cost of operating the credit and collection depart- 
ment can be obtained only by establishing control through stand- 
ards reflecting the elements of the cost of this department and the 
measures of its efficiency. 

The procedures involved in the control of credit and collection 
expenses are exactly similar to those used in controlling and re- 
ducing the cost of bookkeeping. Similarly, a study of office pro- 
cedures in this department may also result in changes that will 
bring about savings in cost or increased efficiency. 


Exursit A 
SCHEDULE OF ALLOWABLE BAD DEBTS 


Vaiue of Allowable Bad Debts 
s Orders On Highest Bracket 
Accepted Accepted Amount % 


100 
The purpose of this table is to set up standards by which to 
measure the amount of bad debts at various levels of sales. While 
75 


otal Sales 

t %o 

e $100,000 $ 0.3 300 0.3 

e 120,000 100 05 400 0.33 
140,000 200 1.0 600 0.43 
160,000 400 20 1,000 0.64 

- 170,000 500 5.0 1,500 0.88 

. 180,000 1,000 10.0 2500 1.39 
190,000 2'500 25.0 5,000 263 

192,000 600 30.0 5,600 2.92 

: 194,000 800 40.0 6,400 33 

y BREAK-EVEN POINT 
196,000 1,100 55.0 7,500 3.83 
198,000 11140 70.0 8°900 4.49 

Ss, 
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based on analysis of actual orders obtained, the table represents to 
a large degree the opinion of its compilers, since there is no way of 
knowing whether or not a customer would have paid for an order 
which was never shipped to him. However, the combined judgment 
of the credit manager, the sales manager and the controller ought 
to arrive at a fair estimate for the purpose of establishing stand- 
ards for future use. 

The procedure for the preparation of such table can perhaps be 
best explained by means of a simplified illustration. The first step 
would be the examination of all orders obtained but rejected over 
a period long enough to furnish dependable information. Each 
order is then analyzed to form an opinion (on the basis only of 
information known at the time the order was received) as to the 
probability of collecting the account if it were approved. A sum- 
mary of the orders would then appear as follows: 


Probable Probable Bad Debts 
Amount Per Cent of 
of Order Collecting PerCent Amount 


$ 450 
70 30 336 
10 199 

40) 

154 


99 

175 
47 
$1,500 


All orders are then summarized according to the percentage of 


probable bad debts, as follows: 


Bad Debt _ Amount of Probable 
Per Cent Orders Recetved Bad Debts 


$9,000 


1,740 
1,990 
1,120 

80 


| 


From this summary there is then prepared an 
orders received, by percentage of total orders, showing 
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of the orders in each bracket, the amount of probable bad debts, 
and the percentage of bad debts to the sales in each bracket. The 
analysis follows: 


Per Cent of Total Amount of Probable Bad Debts Standard 
Orders Received Orders Received Amount PerCent PerCent 


uo 


Controlling the Amount of Bad Debts 


The cost of bad debts is measured by the amount of accounts 
receivable written off compared with the amount of sales on credit. 
In order that comparison might be made on similar bases for dif- 
ferent periods as to the ratio of bad debts to charge sales, a stand- 
ard policy should be adopted for writing off uncollectible accounts. 
An age-analysis of accounts receivable should be prepared regu- 
larly each month. For control purposes, all accounts six months 
old, for example, might be considered 50 per cent uncollectible, 
with the probability of collection decreasing 10 per cent with each 
additional month, so that at the end of 11 months an account 
would be deemed entirely bad. These figures are cited merely as 
illustrative of the policy to be adopted solely for purposes of con- 
trol ; actually it is not necessary that accounts be written off before 
they are believed to be absolutely uncollectible. 

The next step in the control of bad debts should be the realiza- 
tion that the usual method of measuring the efficiency of a credit 
department—by comparing the total of bad debts with the total 
credit sales—is illogical and productive of loss rather than profit. 
This was illustrated in the beginning of this article with our im- 
aginary story about Mr. Smith. Every means possible should be 
found to encourage a co-operative spirit between the sales and 
the credit departments, to the end that credit will be granted to all 
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Going a long way toward fostering this co-operative spirit is a 
method of measuring bad-debt losses on a sliding scale based on 
the percentage of orders accepted to total orders received. To be 
specific, let us examine the tabulation in Exhibit A. 

The method by which this last summary is prepared is as fol- 
lows: The orders actually accepted naturally must first be consid- 
ered. These amounted to $9,000 out of a total of $15,000 received, 
or 60 per cent. If it is desired to accept an additional 10 per cent 
of orders received, then $1,500 of orders on which there appears 
to be the greatest probability of collecting will be approved. These 
orders will come from the group with the smallest percentage of 
probable bad debts ; that is, 5 per cent. Since this group contains 
orders totaling $1,740, all the $1,500 required will come from the 
group, and the probable loss from bad debts on these orders will 
be 5 per cent of the total, or $75. If another $1,500 of orders are 
desired, $240 (the balance) would be taken from the 5 per cent 
group and $1,260 from the next higher bracket. The probable loss 
trom bad debts would be computed as follows: 


The rest of the analysis would be completed in the same manner. 

The standard percentages of bad debts are a modification of the 
actual percentages reflecting the judgment of the responsible of- 
ficers as to the factors not present in the actual analysis and also 
as to results desired. It is these standard percentages which make 
up Exhibit A and which constitute the basis upon which control 
of bad debts can be exercised. 

Supplementing this exhibit are Charts 3 and 4, in which are 
shown graphically the same information as to the allowable per- 
centage of bad debts on each bracket of sales and on total sales. 

We saw from Chart 1 that the variable costs of the Whatsit 
Manufacturing Co. are equal to 50 per cent of the sales. It is evi- 
dent, therefore, that questionable customers’ credit could be ap- 
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CHART OF ALLOWABLE BAD DEBTS 
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Chart 4 
WHATSiT MANUFACTURING ComPANY 


CHART OF AiLowABLe BAD DEBTS 
Ow TeTAL SALES 


is) 


So Je 9o 
Percentoge of Total Orders Accepted 
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proved up to the point where, roughly, there is a 50-50 chance of 
being paid. In this case, as will be observed on Chart 3, this point 
would not be reached until over 97 + per cent of all orders obtained 
had been accepted. From Chart 4, and the last column of Exhibit 
A, we find that acceptance of 97 + per cent of all orders received 
should result in a bad-debt ratio of 3.3-3.83 per cent of total sales. 

What is the practical value of all this analysis? Simply this: 
The fallacy of judging the efficiency of the credit and collection 
department by the use of a single fixed percentage of loss to sales 
should by now be obvious. By understanding that the controlling 
factor in determining a proper relationship between bad debts and 
sales is the relationship between total business and the amount of 
business accepted, we can est.olish bad-debt standards that will 
contribute most to net profit. No longer will we demand of the 
credit manager only that he keep his bad-debt ratio low, but in 
addition we will demand that he approve a specified minimum of 
orders. One more illustration should make this point clear. 

Our analysis has shown that our hypothetical company should 
accept about 97 per cent of all orders and that the loss from bad 
debts should be about 3.5 per cent of sales. These two figures are 
therefore set up as the standards by which to judge the credit and 
collection department. The following tabulations shows what the 
effect would be on net profit if there is a variation in either direc- 
tion from either of these standards: 


IF THE PERCENTAGE OF ORDERS ACCEPTED VARIES: 


Per Cent of Orders Accepted 
: 97* 90 70 50 


$194,000 $180,000 $140,000 $100,000 
45,000 45,000 45,000 45,000 


$155,000 $151,000 $149,000 $135,000 $ 95,000 $ 55,000 
Variable costs 


bad 
) ...... 100,000 98000 97,000 90,000 70,000 50,000 
Remainder .... $ 55,000 $ 53,000 $ 52,000 $ 45,000 $ 25,000 $ 5,000 
see 
10,700 7,500 6,400 2,500 600 300 
- $ 44,300 $ 45,500 $ 45,600 $ 42,500 $ 24,400 $ 4,700 
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Thus we see that at the standard per cent of orders accepted the 
net profit is greater than at any other time, if the bad-debt losses 
are kept within the standard. If, by accepting less than the required 
97 per cent of orders, the credit manager can succeed in reducing 
bad debts to a point approximating zero, the above tabulation 
shows that even then the net result would not be as profitable as if 
the standard percentage of orders were accepted and bad debts 
up to the standard amount were incurred. Note the following: 


Ir tHe Bap Dests Are ELIMINATED: } 
97* 50 


$35,000 $25,000 $15,000 


$45,600 $45,000 $35,000 $25,000 $15,000 $5,000 


Technique of Controlling Credit and Collection Department Costs 
It is an accepted principle of management that the lower an of- 
ficial is in the scale of authority, or the nearer he is to the point 
where the work to be controlled is performed, the more frequent 
and in greater detail should be the reports rendered to him. Ac- 
cordingly, we find that in the control of the credit and collection 
department (in which we include accounts receivable bookkeep- 
ing), daily reports should be rendered to the credit manager con- 
taining the following information for the preceding day and cumu- 
lative for the month and year: 
Number and value of all orders received 
Number and value of orders accepted 
Percentage of orders accepted to orders received 
Number and value of orders held pending investigation 
Outstanding accounts receivable 
Collections 
Percentage of collections for the month to outstanding ac- 
counts receivable at the beginning. 

The controller or the genera! manager, however, need not be fur- 
nished with all this detail. Instead monthly reports summarizing 
the information should be given to them, as well as the following 
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which should also be submitted to the credit manager once a 
month : ; 

Cost of bookkeeping 

Number of accounts handled 

Number of postings made 

Cost per unit of posting 

Cost of investigating credits 

Number of accounts opened 

Number and value of orders approved 

Cost per unit of handling orders, by number and value 

Cost of collecting 

Cost per dollar to collect 

Ratio of bad debts to sales, compared with flexible standard. 


| 


Sample forms of such reports appear in Exhibits B and C, and 
Chart 5. 

The control and reduction of the costs of conducting business on 
credit present no essentially new problems to the cost accountant. 
They only require the application of the same principles of cost 
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CREDIT DEPARTMENT 
RBPORT? 


For wosth For Year to Date 


Aotual andard Variation] Actual Standardj Variation 


analysis and budgetary control that have been developed and used 
so successfully in the factory and other parts of business. In every 
case where the credit department is an important factor, the cost 
accountant has an excellent opportunity to make full use of his 
training and experience by devising procedures such as outlined 
herein for the control of the costs and results of this department. 
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PROCEDURE FOR INSTALLMENT NOTES 
RECEIVABLE 


By Leonard E. Zastrow, Assistant Controller, 
Bucyrus-Erie Co., South Milwaukee, Wis. 


T= BUCYRUS-ERIE CO. manufactures excavating machin- 

ery, railroad wrecking cranes, blast hole, water well, and oil 
well drills, road building machinery such as bulldozers, bullgraders, 
scrapers, rippers and rollers, hydraulic, placer and dipper dredges, 
and other machinery built to specifications on special contracts. 

The terms of payment for this equipment may vary from cash 
with the order to monthly installments. Any machines shipped on 
deferred payment plans are usually financed with a down payment 
at the time of the shipment of the machine, and the remainder in 
monthly installments. These installments are spread over a period 
usually fifteen months after shipment of the machine, but in excep- 
tional cases may be twenty-four months, and in rare instances 
thirty-six months, depending upon the size of the equipment. The 
prices of the machines range from less than $1,000 to $450,000. 
Whenever an order is obtained it is closed by having the purchaser 
sign a contract (Form 1420B at the end of the article) wherein the 
complete specifications and terms of payment are enumerated. 

Prior to the adoption of our present installment payment pro- 
cedure, notes were obtained from the customer in serial order and 
payments were made direct to us or the notes sent to banks for 
collection, depending upon the preference of the customer. This 
necessitated that individual notices for payments be sent to the 
customer about ten days or two weeks before the due date of each 
note. 


New Procedure 


The following procedure for accounting of installment notes re- 
ceivable has been adopted to replace the former procedure and is 
similar to that in use in automobile and other finance companies. 
The principal difference is that interest is calculated on each 
separate installment instead of a “finance charge” added to the 
contract and then the total divided by the number of installment 
payments desired. Furthermore, the interest is not taken onto the 
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books as income until it is actually received. This simplifies ac- 
counting and also is conservative. 

Each salesman is provided with a supply of contract forms 
(Form 1420B) and also with a supply of notes (Form 1635). 

At the time a sale is made the salesman completes the contract 
with the customer and also has the customer sign a note for the 
amount of the unpaid balance which is to be paid in installments. 
The contract specifies the terms of payment and number of install- 
ments, etc. In view of the fact that the shipping date of the ma- 
chine is also the date of the note, the date on the note itself (Form 
1635) is left blank by the salesman and it is later inserted by us 
at the time the machine is shipped. 


Sales Order and Invoice 


The contract and the note are both sent to the home office for 
final acceptance, and a sales order (Forms 1376B) is prepared by 
the commercial department after prices and all information con- 
tained in the contract have been checked and approved. After they 
have booked the order, the commercial department sends the note 
together with the “A” sheet and the contract to the treasury de- 
partment. 

When the machine is shipped an invoice is rendered, a copy of 
which is given to the treasury department whose function it is to 
complete all of the routine work in connection with the financing. 
A copy of the invoice is also given to the accounting department, 
where it is posted to the accounts receivable ledger. Initial pay- 
ments received with the contract or upon shipment of the machine 
are credited to this account, leaving the balance therein which is to 
be paid in monthly installments. This balance is later transferred 
to notes receivable as described elsewhere. The treasury depart- 
ment then completes the note by inserting the date. 

If a machine is sold through a distributor, commission will be 
allowed. This is recorded by issuing a credit memorandum to the 
distributor for the entire amount of commission to which he is 
entitled on the sale and posting it to his credit in the agent’s com- 
mission account. Payments of commission on installments are co- 
ordinated with the payments of notes, that is to say, a distributor 
receives his commission as soon as payments on the note are re- 
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ceived by us. Commission on the initial payment is posted to the 
agent’s account and the balance is transferred to the “Deferred 
Commissions Payable” at the same time the balance of the custom- 
er’s accounts receivable is transferred to installment notes receiv- 
able. Form 1376B, previously referred to, contains all the in- 
structions for invoicing the machine to customer and terms of pay- 
ment, and also for allowing commission to the distributor. 


The Master Copy 

Upon receipt of a copy of the credit memorandum to the distri- 
butor and the invoice mentioned previously, the treasury depart- 
ment prepares a “Master Copy” on Form 1633, containing all the 
financial information with reference to customer payments and 
commission payments to the distributor. Reproduction of copies 
is prepared on the drum type liquid reproducing machine. 

The Master Copy (Form 1633) is prepared with hectograph 
carbon, so that the carbon impression is made on the back of Form 
1633 itself. It is prepared on a typewriter and bookkeeping ma- 
chine on which the tensions have been tightened so as to insure a 
clear impression when the copies are reproduced. The master is 
placed on the drum of the liquid reproducing machine lengthwise 
and we are now ready to reproduce the copies required. 

The types of installments have been classified into three general 
groups : 

a. The first group consists of those sales made by salesmen 
directly to the customer, on which there is no commission 
to a distributor. 

b. The second group consists of sales made to a customer by a 

distributor and on which the distributor is to receive com- 
mission. 
The third group consists of those sales made directly to the 
distributor, who has financed the deal with the ultimate pur- 
chaser and user of the machine himself. In this case the 
commission is deducted when the distributor remits the in- 
stallment payments. 


Obviously, each group requires a different set of papers, and 
they are listed in the following schedule : 
88 
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List of Forms 


Form 1638—Distributor’s Installment Notices. ... 
* Number of slips required for each installment. 


Explanation of Forms 
The explanation of the forms listed in the various groups above 
is as follows: 


1. Form 1633—LepcerR SHEET 


The first copy of the ledger is obviously for the notes receivable 
ledger. The second copy is temporarily required for commissions 
payable ledger and is also run on the same ledger stock. A rub- 
ber stamp impression “Deferred Commissions Payable” is placed 
on these sheets to differentiate. 


2. Form 1633—P Lain Copy Paper 


The first copy of Form 1633 on plain copy paper provides the 
basis for credits to accounts receivable and a charge to notes re- 
ceivable control accounts. It is also used as a posting medium 
to credit the customer’s accounts receivable account. The second 
copy is for the treasurer’s reference file. The third copy is for a 
distributor if commission is allowed, in accordance with Groups 
z and 3 enumerated in the preceding schedule. The foufth copy 
is placed in the correspondence files for reference should the cus- 
tomer become delinquent. 

Frequently sales are made to distributors themselves, and in 
this case the form then becomes the distributor’s follow-up record 
together with Form 1638, described later, which enables him to 
make his monthly payments. 


3. Form 1634—Customer’s Copy 


This form, not illustrated, is the same as Form 1635 except for 
the omission of the note at the top of the form. This is the cus- 
tomer’s copy of the installment schedule only of his own note. By 


o the Copies Required 
erred Group1 Group2 Group 3 
‘tom- Form 1633—Ledger Sheet 1 2 2 
: Form 1633—Plain Copy Paper ................. 3 4 4 
celv- Form 1634—Customer’s Copy ........-.-..+-+. 1 1 0 
e in- Form 1635—Customer’s Note .........--.-+++++ 1 1 1 
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making this form only eight and one-half inches wide, it, of course, 
does not reproduce any of the commission information from the 
master. This form is also sent to the customer together with 
Form 1637, described later. The blank space at the top of the 
form provides a place to which to staple Form 1637. 


4. Form 1635—Customer’s Note 


This is the original note that the customer signs, as stated in 
the first part of this paper. The date is left blank and later in- 
serted by us, as stated previously. The installments are also in- 
serted by us from the master, the same as Form 1634. It is not 
necessary to have the installment schedule on this form ; however, 
it is placed thereon merely for reference purposes and in order to 
give a complete schedule of the installments as a part of the note 
itself. 

5. Form or SaLe 

Two copies of this are now run. In order to do this, all of the 
other information with reference to installments must be “blocked 
out.” This can be done by feeding into the machine a blank piece 
of paper over the portion not to be reproduced at the same time 
that Form 1636 is fed, or by putting a “block-out” over the in- 
formation on the master. One copy is sent to the county clerk 
or other authorized recording officer of the county in which the 
machine is shipped, together with the contract, and the recorder 
inserts his receipt in the space provided and returns it to us. The 
two copies are then placed with the contract until such time as 
the final payment is received by us, whereupon the bottom por- 
tion is completed by us by merely inserting the date and signing it 
before a notary public. One copy is then sent to the customer. 
This is the customer’s evidence that he has fulfilled his obligation 
and he can, if he so wishes, have this “Satisfaction of Conditional 
Sales Contract” recorded with the county recorder to show that he 
now has a clear title to the machine. : 


6. Form 1637—Customer’s INSTALLMENT NoTICEs 
Up to this point we have run all information that is required 
on eight and one-half by eleven inch paper and have not been 
required, with the exception of Form 1636, to do any “blocking 
90 
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out.” We now wish to run a customer’s notice for each install- 
ment on Form 1637, which we will proceed to do as follows: 

If there are fifteen installments, as shown on the master, we will 
require fifteen of the notices provided the machine is not sold to 
a distributor. We proceed to run all of the headings first—the 
information above the installment records—and this is done by 
“blocking out” on the master the entire installment record. This 
requires fifteen passes through the machine and the form should 
be so cut that it can be placed against the right-hand guide of the 
reproducing machine, facilitating feeding and insuring registra- 
tion. The top margin of the 
Form 1633. 

We now require the installment record of each payment, and 
this is done by blocking out on the master all of the headings. 
We then take the fifteen forms that we have run headings on, if 
fifteen is the desired number, and pass them through the machine 
a second time. After taking off the first installment, the block-out 
is moved over one space and the next line is taken. This must be 
done after each revolution of the machine, or if two forms are re- 
quired for each installment, after each second revolution of the 
machine. Persons familiar with this type of equipment readily 
understand this operation and no further explanation is therefore 
offered. 


7. Form 1638—Distriputor’s INSTALLMENT Notices 


This form is used for a twofold purpose and is prepared in ex- 
actly the same manner as Form 1637. The top margin should like- 
wise be the same as Form 1633. The form is longer than Form 
1637, which enables the reproducing of the commission informa- 
tion. 


a) Whenever the distributor acts as sales agent for a sale to a 
customer he receives his commission as the payments are re- 
ceived by us from the customer. In cases of this kind this 
slip becomes the basis for authorizing payment of commis- 
sions. A separate slip for each installment is required and 
all are then filed under the customer’s or agent’s name in a 
file provided for that purpose. Whenever a payment is re- 
ceived the slip to which it applies is pulled from the file, 
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stamped with a “Paid” stamp, and turned over to the com- 
mercial accounting division, whose duty it is to pay commis- 
sions to distributors. The commercial accounting division ac- 
cumultes these commission slips and at stated periods during 
the month pays the distributors their commission, using these 
slips as authorization for payment. After the payment has 
been made, it is recorded on the deferred commission payable 
ledger card (Form 1633) by crossing out the amount of the 
payment to which it applies on the sale and the balance. The 
date of payment is inserted for back-checking. 

b) Whenever a distributor purchases a machine directly in his 
own name he is entitled to commission on it, the same as if 
another customer had purchased it and he was merely acting 
as agent for the sale. In this case, whenever he remits his 
monthly payments he deducts the commission to which he is 
entitled from the payment itself and sends only the net 
amount. The distributor gets one set of slips with Form 

1633 and he uses them as a remittance advice by attaching his 

checks. We in turn use the same slip as a cash receipts rec- 

ord. The second set is placed in our file for commission fol- 
low-up as mentioned in the preceding paragraph, but is used 
to transfer deductions for commissions from note payments 
to the notes receivable ledger control by debiting deferred 
commissions payable and crediting notes receivable. 


Advantages 


Some of the advantages of the plan adopted are, briefly, as 
follows : 
1. The preparation of one note instead of serial notes as formerly. 


2. The interest formerly was computed on each installment as it became 
due. By making the interest computations on all the installments at one 
time it can be done on an adding machine, making it a machine operation. 
This is done by computing the interest on the first installment due for 
one month, By adding one month to the second month and sub-totaling 
you compute two months’ interest; the third is done by adding one 
month’s interest to the previous sub-total and again sub-totaling, etc. 
Care must be used, however, to see that all the installments are of the 
same amount. This is arranged for by having the initial payment take 
up any minor differences. 
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3. A considerable amount of postage is saved .due to mailing all of the 
notices to the customer at one time instead of a separate notice at each 
individual due date. 

Distributors now have a complete history of the transaction and can 
very readily keep a record of the amount of commission still due them 
on any deal. Formerly we were frequently required to advise the dis- 
tributor how his commission account stood with us. 

Additional copies of any of the forms listed above can be made at any 
time on copy paper. The master copy is kept in a file for the duration 
of the notes. 

As time permits, both the deferred commissions payable ledger and the 
notes receivable ledger will be combined, instead of having each one 
on a separate sheet. However, commission payments must be more 
closely co-ordinated with the customer payments. 


. The customer is provided with a complete record of the transactions, 
including all of the interest that he will be expected to pay. Psycho- 
logically speaking, this enables, the customer to “budget” his payments 
and make arrangements for their financing. This should result in better 
collections. 

The coupons that the customer returns with his check are also used as 
posting copies and, in turn, are used a second time for the recording of 
daily cash receipts. 

. Above all, absolute accuracy is assured because once the master copy 
has been prepared and checked there is no further necessity of checking 
any of the other copies except as to the proper form number. On the 
individual installment slips it is necessary, however, to see that the 
proper line has been “taken off.” All other information, however, should 
be absolutely accurate if the master has been properly prepared. 


Filing is considerably reduced due to the elimination of serial notes 
and the elimination of the separate notices formerly sent to the customer. 


. In general, all of the records are much more complete because all of the 

information is shown on the ledger sheet, The inclusion of commissions 
at the right hand side of the form enables the treasury department to 
immediately determine how much a distributor has coming on a par- 
ticular transaction. Formerly, a considerable amount of reference work 
was required, which now is no longer necessary. 
The time required to prepare the copies after the master has once been 
prepared is about seven minutes. This was based on the time per- 
formance of an experienced operator for a full day’s run, with an av- 
erage of fifteen installments including commissions. This would be 
approximately seventy passes through the machine for each set of 
forms from one master. 
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FORM 1635 


or order, at its office in South Mil- 


1.330.090 
1.235.990 
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1,045.00 
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in instaliments in the amounts and on the dates stated in the following schedule, made a part hereof, with 
interest at 6% per annum from date until paid. The endorsers, sureties, and guarantors severally waive 
: presentment for payment. protest. notice of non-payment and diligence, and consent to any extensions or re- : 
newals hereof. 
‘Type and Machine No. Well Unpaid Balance Ty 
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Enclosed is a contract between the parties named below. now heid and owned by the undersigned, and also 
remittance for fees to cover filing or recording of the same as a conditional sale. 


Please file or record said instrument as required by law, and then Stamp or Sign the Recorder's Receipt 
below. and return this entire sheet to us in the enclosed envelope. 


RECORDER'S RECEIPT 


AM 
as provided by the laws of this state. 


Se N. A. C. A. Bulletin 
941 
FORM 1636 
BUCYRUS-ERIE COMPANY 
| To Clerk, Register, or Recorder: 
BUCYRUS-ERIE COMPANY 
‘Type and Machine Unpaid Balance $1425. 
7 
yal 
“TARP 
of Recorder 
| 
SATISFACTION OF CONDITIONAL SALE CONTRACT 
BUCYRUS-ERIE COMPANY hereby acknowledges that the contract described above has been paid or 
otherwise satisfied and discharged, and directs that satisfaction be entered and that it be discharged of 
ecard j 
Becyres-Erie Company 
On this day, being the date last above set forth, personally came before be the above named officer of 
- Bucyrus-Erie Company, to me known to be the person who executed the foregoing instrument, and acknew!- 
edged the same 
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